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INTRODUCTION 


Small business entrepreneurs wishing to start a new industrial 
venture are not always aware of all that is required to start a business. 
They are not expected to be experts in all the areas of their proposed 
projects such as manufacturing, accounting, personnel, sales, etc. 
Therefore, it may be necessary for them to seek professional assist- 
ance to help put together a Business Plan. 


A good entrepreneur may use the advice of other resource per- 
sons, but he wants to keep the plan as his own. This booklet is 
prepared to help those entrepreneurs develop that Business Plan in 
an orderly manner. It follows the sequence which most feasibility 
analysts and certainly money lenders would look at a business 
proposal. 


Why a Business Plan 


In the preparation of a plan, the entrepreneur must identify stra- 
tegic strengths and weaknesses of the proposed business venture. 
Often during the process, various alternatives are analyzed and 
improvements to the original idea are made. In addition, by prepar- 
ing marketing, production and people plans all at one time, it is 
possible to make certain that all the plans compliment each other. 


A business plan should help the entrepreneur identify and under- 
stand all of the project components and dimensions, including the 
cash requirements and timing. It will convince partners and lenders 
in order to secure the funds required. 


The Business Plan provides a solid base on which prospective 
partners, financial institutions, lending agencies and government 
assistance programs, will judge the proposal. It will enable lenders to 
assess the project management's ability to plan and manage. It also 
assures the investors that the entrepreneur is aware of both the 
opportunity and potential problems. 


We would encourage those entrepreneurs to approach partners 
and lenders early. The references listed on page no. 14 will prove 
helpful in this regard. 


Each year, Dun and Bradstreet publishes reports of business 
failures. Many of the businesses should never have been started, and 
probably would not have been, had a thorough analysis been made. 


In the following pages, an attempt is made to present a step-by- 
step approach for the preparation of a Business Plan. It is not all 
inclusive, but it certainly presents a good guide for entrepreneurs 
starting a small business. The amount of effort and detail that can be 
justified would depend on the project size and the complexity of the 
product. 


In effect, entrepreneurs, industrial developers, loan officers and 
politicians should have a common interest in the contents of this 
booklet. 


THE BUSINESS PLAN 


Your proposal for a new industry or an expansion should be 
examined using the following check lists. They are explained in 
more detail in the following pages: 


1. BASIC INFORMATION 


— Concept 

— Target products or 
services 

— Principal officers 

— Management 

— Company structure 

— Location 

— Benefits to the 
community 


3. LABOUR 


— Employment 

— Availability, rates and 
training 

— Labour relations 


5. FINANCIAL 
INFORMATION 


— Capital requirements 
— Sources of funds 
— Financial statements 


2. 


MANUFACTURING 
DETAILS 


— Process 

— Plans and drawings 

— Machinery and 
equipment 

— Raw materials, 
components and 
supplies 

— Energy 

— Buildings 

— Effluent and waste 


. MARKETING AND SALES 


— Market surveys 

— Market area 

— Market share 

— Marketing plan and sales 
forecast 

— Product and packaging 


|. BASIC INFORMATION 


1.1 Concept 


At the outset, you will need a clear explanation of the concept and 
reasoning behind your proposal for a new manufacturing venture. It 
should cover briefly the reasons that initiated the idea and the 
rationale for believing it could be a successful operation. You may 
wish, for example, to highlight the excellent design, functional 
features, its quality and appeal, as well as future oriented technology, 
competitive prices, or special market niche. 


1.2 Target Products or Services 


A clear description of the products you plan to manufacture. Draw- 
ings of these products and each component should be provided in 
sufficient detail to confirm that product design is fully complete. 


Potential investors will not normally accept a proposal to make. 
dining room furniture, for example, unless the design is complete 
and prototype models are available for inspection. 


New and innovative products are welcomed by the Regional 
Government of Hamilton-Wentworth, but their initial development 
must be completed before the project can proceed further. In the 
case of some products, field testing of prototypes is an essential 
preliminary to full-scale marketing. 


1.3 Principal Officers 


Give the names, addresses, ages and occupations of the principal 
shareholders, directors and officers. The qualifications of the officers 
should be indicated, i.e. educational background and business his- 
tory, detailing associations and areas of speciality. 


1.4 Management 


The most important single factor on which the success of your 
company depends is management. Good management is needed to 
ensure that sales are obtained, that machinery operates efficiently, 
that production is delivered in the required quality and quantity and 
that money is available when needed. The need for such manage- 
ment starts right here when you are planning your project, and 
remains an absolute necessity as long as the company is in business. 
Too many people feel that if they look after production, sales and 
financing will look after themselves. This is never so. 


All aspects of business need careful management, and it must 
form an important part of your planning and operations. Work out 
carefully the needs of each department, and provide the best possi- 
ble management to fill these needs. Financial institutions and 
Government assistance programs are unlikely to consider any pro- 
ject for long term financing unless they are satisfied that adequate 
management is provided. The following is a simple example of an 
organization chart which indicates the different management func- 
tions involved. 


ORGANIZATION CHART 


GENERAL 
MANAGER 


PRODUCTION 
WAREHOUSE ASSEMBLY 


ACCOUNTING 


SORTHOL MAINTENANCE 


1.5 Company Structure 


It is wise to consider the corporate set-up of your company, includ- 
ing proprietorship, partnership and incorporation. It is necessary to 
spell out the extent of responsibility. If you are not a sole proprietor 
for example and you set up a corporation, be sure the voting rights 
are such that deadlocks can be avoided. You must have a clear 
understanding through your lawyer and accountant of the ramifica- 
tions of the shareholders’ and lenders’ positions and matters per- 
taining to equity and indebtedness. 


Often income tax considerations play a significant role in deter- 
mining which form of corporate set-up is the most advantageous and 
the advise of an accountant and a lawyer experienced in income 
taxes can be invaluable. 


Where a company has been in business before, and a grant or loan 

is required for the purpose of making a new product, or expanding or 

modernizing an existing operation, a brief history of the past opera- 

tion is required, accompanied by audited financial statements for the 

past few years. Sometimes a statement of personal net worth is also’ 
required. 


1.6 Location 


If aspecific site for the new industry has been decided upon, state the 
reasons for selecting such a location. A description of the site may be 
required. If if list of mal et Ah ich would govern 
Vourlodamaticc by the’ Aten an rcHIV the compatibil- 
ity of your activitlbs2024,with fundingfxoahd or property. 
Hamilton Public Library 

When you are completing the business plan you will find other 
indicators which usually affect the site selection. These are consid- 
erations related to the availability of: 


— labour 

— transportation 

— materials 

— proximity to markets 

— access to supporting industries 
— utilities 


These factors are further explained and obviously vary in degree of 
priority and weight, as they relate to the type of the proposed project. 


1.7 Benefits to the Community 


Since the different levels of government could be involved in the 
financing of your venture, it is expected that the project will not only 
be judged from the viewpoint of an investment proposal solely, but 
also with due regard to national objectives and social! benefits. 


There are no precise rules for such judgement, but it is recom- 
mended that your project should indicate its contribution to such 
aspects as maximizing job creation, female employment, skills, 
diversification, high technology, export opportunities, replacement 
of imports, as well as any significant socio-economic impact. 


https://archive.org/details/gusinessplanplanOOunse 


2. MANUFACTURING DETAILS 


2.1 Process 


A full description of the process is required. This must include, ina 
simple narrative style, an account of all steps, from the time raw 
material, components and subassemblies are received until the pro- 
duct is packaged and shipped. This includes, for example: time, 
pressure, temperatures, number of strokes, etc., utilized at every 
work position. 


2.2 Plans and Drawings 


The description of the process should be accompanied by scale 
drawings. One drawing should be a proposed floor plan, showing 
the location of receiving and shipping doors, machinery and equip- 
ment, warehousing, washrooms, offices, etc. Another drawing 
should include a diagram of the flow of materials and products. If you 
are not familiar with these matters, we recommend that you hire a 
consultant to complete these drawings for you. 


The above two items will help you assess the number of 
employees and the type of skills you need. 


2.3 Machinery and Equipment 


You are responsible for determining the most adequate type of 
machinery and equipment for your business operation. We recom- 
mend that you obtain several offers from different suppliers to com- 
pare prices, quality and delivery time. You should also examine lease 
versus purchase prices, new versus used. Estimates should include 
installation, shipping costs and consideration for spare parts. It is not 
necessary to have all new equipment, provided it is the most suitable 
for your manufacturing operation. If the machines are imported, then 
you should check the prevailing custom duties and the draw-back 
assistance. You must also check electric specifications, steam 
temperatures, air pressure, water quality and pressure. 


2.4 Raw Material, Components and Supplies 


Describe principal inputs required and annual consumption fore- 
casts. Some projects may depend on availability of natural resources 
or custom-made components. Regional Economic Development 
staff can assist you in sourcing the required material and compo- 
nents. You should also become aware of factors facilitating the most 
efficient purchasing policy of material and inventory level 
management. 


The business plan should identify any significant supplier relation- 
ships that if terminated, would significantly affect the viability of 
the venture. When this type of situation exists, it is usually necessary 
to explain why it is in the supplier's best interests to continue the 
relationship or to identify alternate suppliers. 


2.5 Energy 


The Region of Hamilton-Wentworth has an abundance of energy. 
Oil, gas, coal and hydro power are available at reasonable prices, but 
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you must identify your exact requirements beforehand, so that the 
power supply can be delivered in time and adequate production cost 
can be estimated. 


2.6 Buildings 


Provide a rationale for your selection of a specific type and size of 
building and construction. Indicate how it suits your manufacturing 
process. Be sure to keep in mind future expansion plans, and that it 
would satisfy the building code and the municipal zoning 
regulations. 


You should compare prices, and enquire about the contractor's 
experience and reputation. Compare also the cost of buying against 
renting a facility. This will have an effect on your cash flow (see 
Section 5.3.3) requirements as well as the company’s assets and 
capital investment. 


2.7 Effluent and Waste Disposal 


Environmental acts are strictly observed. Any noise, odors, solid or 
liquid effluent related to your project must be addressed. You should 
acquaint yourself with relevant regulations and the required treat- 
ment or disposal equipment. Effluent treatment equipment may be 
included with other capital costs. There are government financial 
assistance programs in this area. 


3. LABOUR 


3.1 Employment 


To determine the number of employees, you need to consult your 
plan for the proposed plant (items 2.1, 2.2). Count the number of 
people to be employed at each station, add the shippers, receivers, 
watchmen, sweepers, etc. Remember to add foremen and supervi- 
sors, office workers, and full time management personnel. There are 
also other jobs at the order desk and sales department. A key 
consideration is the time and motion estimates by which the pace of 
production is determined. This again has to be coordinated with 
experience gained from similar operations and the market demand. 
An examination of the break- even point will help you decide on the 
optimum production level, hence the productivity and number of 
employees. 


3.2 Availability and Training 


You should determine the labour skills you need for the proposed 
project according to the analysis of the required activities. The 
Canada Manpower office usually maintains an up-to-date record of 
available male and female labour in a wide variety of skills. If you 
require any hard-to-find employees, Canada Manpower will assist 
you in obtaining them, and will discuss special financial assistance 
for subsidizing a training program. There are several programs to | 
facilitate labour recruitment. | | 


The Canada Manpower office also maintains an update of current 
‘rates for the majority of labour categories in the area it serves. You 
may also wish to retain business consultants to help you in recruiting 
management and professionai personnel. 


3.3 Labour Relations 


You must acquaint yourself with the Federal and Provincial Labour 
acts. Summary leaflets are available at the local government offices 
covering all you should know about such matters as working condi- 
tions, minimum wages, paid vacation, pension plans, employers 
contribution, Workers’ Compensation, etc. An important step in 
assessing the viability of a manufacturing proposal is knowing what 
unions you may be involved with and what future wage scales are 
likely to be negotiated. 


The provincial Ministry of Labour will assist you by providing 
up-to-date information. 


4. MARKETING AND SALES 


This step is often the most difficult part of any project. The Ministry of 
Industry and Trade can help you assess the market potential, provide 
published statistical and trend information and, if necessary, 
recommend specialist market research consultants. 


4.1 Market Surveys | 


Where the market situation is complicated, it is often advisable to 
have a survey made by a professional firm. It is essential to learn 
about the variety of similar products in the market, the price range 
and quality, who manufactures the products, what imports are avail- 
able and how they compare with the national or local supplier. 
Statistics must be obtained about such items as quantities sold, the 
percent imported or exported, what custom duties are applicable, 
etc. Other questions obviously pertain to the seasonality of the 
market, the value attached to it and to what consumer it appeals. 


4.2 Market Area 


Your market area will be determined by those points you can reach 
from your proposed location where tariff, freight and competitive 
factors are considered. The landed price of your product must be 
competitive with that of other suppliers. Therefore, the definition of 
your market area must follow an examination of the above factors set 
against your internal product cost. 


4.3 Market Share 


Having formed a concept of geographic areas to be serviced, it is 
then necessary to gauge the extent of your probable sales in each of 
these areas. You should determine how much total market exists in 
each area you pian to serve. Also you should form a good estimate of 
competitive supplies in these areas, including their strengths in terms 
of product appeal, price levels, service capabilities and customer 
loyalty. 


Against .these factors you can then judge what your relative 
strength can be in these markets. This will give you your first indica- 
tion of the penetration or share of market which you may expect to 
achieve. 


An evaluation should be made of possible competitor reactions to 
your entry into the market and contingency plans should be pre- 
pared. For example, the entry of a new producer in the marketplace 
could cause a well-financed competitor to initiate a price war, or, a 
competitor to decide to offer a product with the same consumer 
benefits as yours. 


4.4 Marketing Plan and Sales Forecast 


Based on the above analysis, you will have to make a decision on all 
of the following items. 


1. The number and type of customer you will be supplying in each 
market area. 


2. The distribution means necessary to service the customer. This . 
will include consideration of regional merchandising, method of 
transport, use of distribution services such as agents, brokers, etc. 


3. The size, skill requirement and management of a sales force. 
4. Advertising and sales promotion. 

5. The price and selling terms strategy. 

6. The inventory levels required to service seasonal demand. 


7. The development of sales forecasts in units and dollars by pro- 
duct. Consideration must be made to production levels, as it 
relates to the break even point, and economies of scale. 


Your decisions must be supported by reasons and presented as a 
marketing plan. Export market activities are not discussed in this 
publication. 


4.5 Product and Packaging 


Part of your confidence in your project will be based on your product 
concept. Make sure you explain its competitive advantages clearly. 
You will not receive financial backing unless your backers believe 
there is a valid reason for at least some consumers preferring your 
product to all others. 


Also, as part of your marketing plan, you should indicate and, if 
possible, show the type of packaging you intend to use. You must 
also consider packaging laws concerning contents, language, size, 
etc. 


5. FINANCIAL INFORMATION 


The first thing to consider is the cost of the plant’s operations and | 
where to get the money. In other words the capital requirements and _ ' 
sources of funds. . 


5.1 Capital Requirements 


In the following hypothetical case, the ways that a lending institution 
would look at capital requirements for the proposal are discussed; 


— Building (10,000 square feet) $300,000 
— Machinery and Equipment 200,000 
— Land 60,000 
— Working capital 100,000 
— Preproduction expenses 90,000 
— Total cost $750,000 
5.1.1 Building 


The cost of constructing a 10,000 square foot building is assumed to 
be $30. per square foot. This is estimated for an average regular shell 
building. You should have a tentative drawing and have the cost 
verified by a quotation. If it is a prefabricated building, other costs 
must be verified; such as foundation, erection, landscaping, plumb- 
ing, wiring, hook up, etc. 


5.1.2 Machinery and Equipment 


The figure $200,000 should be supported by quotations on all major 
items of machinery and equipment, showing country of origin. In the 
interest of supporting the national economy, it is suggested that 
wherever appropriate Canadian made items be considered. Actual 
quotations from several suppliers are most desirable. 


In estimating costs, use the installed costs of the machinery at the 
plant, and include such items as pre-engineering costs, installation 
costs, wiring costs, duty, freight and exchange. Do not forget such 
items as conveyors, forklift trucks, fire fighting equipment, heating, 
air conditioning, lighting fixtures, time clock, etc. 


£ 


5.1.3 Land 


This figure is for approximately one acre of industrial land in a 
medium size community in Ontario but not in the immediate vicinity 
of Metropolitan Toronto area. Usually, the value of the land may be 
considered as part of the equity if you own it, and as long as its value 
is established by a recognized assessor. Land is not usually consi- 
dered for Government grants appraisal, but site improvement 
expenditures are. 


5.1.4 Working Capital 


There are various definitions of working capital requirements but in 
this case, it refers to the amount of money you will need to have tied 
up in accounts receivable, finished goods inventory, goods in pro- 
cess, and raw materials when the plant is working at normal full time 
production. This amount varies with sales, collection periods, type of 
product and distribution methods. 
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5.1.5 Preproduction Expenses 


There are always costs that will be incurred before production com- 
mences, such as administration of the company in its early stages. 
For instance, supervising the construction of the building, building 
up a backlog of orders, setting up a management organization, 
supervisors, clerical help. There are also prototype and tooling prep- 
aration, accountant fees, legal fees, building permits, as well as the 
interest on the money borrowed during the construction period. 


Supposing the construction period, before production begins, is 
six months. Then the preproduction expenses could be: 


Owner's salary (6 months at $40,000) $20,000. 
Plant manager(6 months at $30,000) 15,000. 
Other staff 12,000. 
Interest on long term loan 30,000. 
Consultants 13,000. 
Total $90,000. . 


Preproduction expenses are operating expenses, so they may be © 
regarded as an operating loss for the period affected. This loss may 
be incorporated in or carried forward to the first year's operating 
statement. 


5.2 Sources. of Funds 


A typical source of funds as outlined above might be: 


Equity $160,000. 
Government grant 140,000. 
Bank loan (short term) 100,000. 
te term loan : 350,000. 
Total $750,000. 
5.2.1. Equity 


This is the share capital, surplus account and shareholders loans. 
Equity must be at least 20 per cent of the total capital costs. Entre- 
preneurs with equity greater than 20 per cent would probably receive 
more favourable consideration than others from lending institutions 


and government grants. The Ontario Development Corporation and - | 


the Small Business Development Corporation may take equity posi- 
tions in certain cases. 


5.2.2 Government Incentives 


Under certain circumstances, grants may be obtained from Federal 
Government Departments. There are several incentive programs | 
and our staff, or the representative from the Provincial Ministry of 
Industry and Trade, can familiarize you with the required forms 
applicable to the type of your project and its size in terms of capital 
costs and jobs created. If conventional sources of financing are not j 
able to provide enough money for the funds you require, you may | 
apply for government loans or loan guarantees. Staff will assist you | 
in finding out more details about these programs. See reference list | 
on page no. 14. 


11 


| 5.2.3 Bank Loan (Short Term) 


This is the usual business of chartered banks. The line of credit that 
may be obtained from a chartered bank depends upon the reputa- 
tion of the borrower, the quality of the security offered and the 
soundness of the proposed project. Short term loans are made to 
finance accounts receivable, finished goods inventory, work in pro- 
cess and material inventory. They are expected to be paid as the 
accounts receivable are received and usually are renewed as 
required. It is not usual to borrow a set amount for such loans, but 
rather to obtain a line of credit, i.e. to establish a ceiling on the 
amount that may be owing to the bank at any one time. 


It is important for an entrepreneur to discuss his proposed project 
with his banker, or with a number of bankers, before proceeding with 
the project. Chartered banks have vast experience in commercial 
matters which are available to the entrepreneur free of charge. 


When you have prepared your Business Plan, in the format sug- 
gested in this leaflet, discuss it in full with your banker. 


5.2.4 Long Term Loans 


- There are a variety of sources of long term loans. Commercial 
institutions such as trust companies, chartered banks and financing 
companies are some of these sources. The Federal Business Devel- 
opment Bank and RoyNat are other sources which specialize in long 
term loans to industry. You should investigate these sources to 
determine where you can get the best terms and the best interest 
rates. 


5.3 Financial Statements 
5.3.1 Proforma Balance Sheet 


A proforma balance sheet should be prepared to show how the 
financial position will look before production commences. This will 
define clearly the ownership or equity in the company and will give 
you a basis on which to judge your return on the capital investment. 


5.3.2 Profit and Loss Statement 


This could be a bit complicated since sales forecasts are difficult to 
estimate, the number of employees could vary as well as the labour 
rates. It is advisable to have an accountant prepare these forecasts 
for you on the basis of data supplied by you. The accountant can give 
you the right form, and will provide you with invaluable experience, 
so long as you Can give him the accurate information. Profit and loss 
estimates should be prepared for the first five years, with the first year 
presented on a monthly basis. 


The accountant can provide sensitivity analysis of your projec- 
tions on the computer. This will enable you to study the effects of any 
number of variables which might arise. This way, the project's viabil- 
ity can be examined under varying circumstances. The computer 
analysis can provide other tests such as current ratio, inventory 
turnover, net profit to net worth, etc., and these figures can then be 
compared to the established industry standards. Statistics Canada 
issues principal statistics for all industries, and this should give you 
an idea if you are on the right track. 
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When you make profit and loss statements, try to be as realistic as 
possible by reminding yourself of the things which can go wrong. 
But do not be discouraged if your business shows a loss for the first 
year or two. Most businesses do, but all have sufficient financing to 
cover this. 


5.3.3. Cash Flow Projections 


The generation of actual cash is one of the most critical aspects of 
any business, particularly during the first year. On paper, a business 
can look like it is making profits and still go bankrupt quite easily, 
simply because all its assets are tied up in buildings, machinery and 
equipment, inventory and accounts receivable, with nothing in the 
bank to pay its employees and suppliers. 


Therefore, it is wise to prepare a cash flow forecast on a monthly 
basis for the first year, to determine as nearly as possible the amount 
of money there will be in the bank at the end of each month, and to 
plan accordingly. The cash flow forecast should show how much > 
money you will have available at what date. Work it out from your 
profit and loss statement, and make it agree with the statement atthe © 
end of the year to make sure it is correct. What you have to know is 
how much money you have to start with, how much money from | 
whatever source you will receive during the month, and how much 
money you will have to spend during the month. 


Sales made in January may not be paid for until March, and 
interest and principal payments may have to be made in some 
months and not in others. This must be worked out beforehand. 
Explain it to your banker, and plan accordingly. It is recommended 
that you consult an accountant while preparing the cash flow projec- 
tions, especially if you are undertaking your first business venture. 
You should have a clear understanding of all items under cash 
receipts and cash disbursements, and a working appreciation of 
depreciation and applicable taxes. 


5.3.4 Return on Investment 


The final point any entrepreneur should check at the planning stage 
of a project is whether or not the project will be profitable. 


After you have completed all the planning work suggested in this 


booklet, assure yourself that you will receive a reasonable return on 
your investment before your project goes any further. 
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What can we do for you? 


ew welcome the ‘opportunity t ) assist you in 

2 finding out whether or not your project iS 

| eligible for government assistance programs. : 
We will help you in securing serviced 
industrial land, commercial buildings or _ a 
, manufacturing facilities. We will introduce 
"you to key people in government and the - 
business community. : 


We also. have a wealth of iniermation on our 
- locations’ economic advantages and enviable 
le oe _ 


ie or Fall: 


y | Hesional tuner alt of 
rN Hamilton-Wentworth 
DZ ' Economic. Development Dept. 
- “80. Box 910 
Jamilton, Ontario, Canada 
~L8N 3V9_ | 
‘Tel: (416) 526-4447 


